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To    : Garry Pita, Acting Group Chief Financial Officer 
      
From  : Phetolo Ramosebudi, Group Treasurer 
 
Date   :   02 December 2015 
  
SUBJECT :  R12 BILLION CLUB LOAN INTEREST RATE RISK EXPLANATION 

   

 

PURPOSE:  
 

1. The purpose of this memorandum is to provide an explanation to the acting GCFO on 
the interest rate risk exposure on the R12 billion club loan. 

 
 
BACKGROUND: 
 
2. A club loan to the amount of R12 billion was recently entered into to fund the locomotive 

payments to CSR and CNR as well as redemption of loan maturities in February 2016. 
 

3. The club loan was done on a floating rate basis at a cost of 3 month Jibar plus 270 basis 
points. 

 
 
DISCUSSION: 
 
4. The current floating rate risk exposure of the total debt portfolio is 29% after the 

inclusion of the hedges and 71% fixed. 
 
5. If the full amount of the club loan is included as floating in terms of how the deal was 

concluded, the floating rate portion will increase to 36%. This is well in line with the 
FRMF that allows a floating rate portion that may be managed between 10% and 50%. 
 

6. If the full amount of the club loan is included as fixed, the floating rate portion will 
decrease to 26%, which is still within Board approved limit in FRMF. 
 

7. The cost of the club loan is JIbar plus 270 basis points, which translates into an overall 
floating rate cost of (6.517% + 2.70%) 9.217%. 
 

8. High level calculations done by our Traders have indicated that to swap the club loan to 
fix, the mid-rate will be around 11.30% (NACQ). This excludes cost of execution as well 
as spread between bid and offer which needs to be determined in market. 
 

9. The annual interest rate cost of 9.217% on R12 billion is R1.106 billion, whilst the annual 
interest cost is R1.36 billion on 11.30%.  
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10. The latest 3 month Jibar forecast from BER is reflected below to give an indication of 
what may happen with floating interest rates over the medium term. 

 
Q4 15 Q1 16 Q2 16 Q3 16 Q4 16 Q1 17 Q2 17 Q3 17 Q4 17 
6.50% 6.50% 6.70% 6.71% 6.89% 6.86% 6.84% 6.82% 6.81% 

 
  
ACCOUNTING: 
 
11. Any interest rate swap entered into will have to be hedge accounted for to minimise 

volatility of fair value movements in the Group’s income statement. 
 
12. Treasury has never applied hedge accounting on interest rate swaps in the past and there 

is currently no interest rate swaps in the derivative portfolio. 
 

13. PWC has been appointed a while ago to test system capability to apply either cash flow 
and or fair value hedge accounting on interest rate swaps and the cash flow hedge 
accounting process is almost completed, but not finalised. 

 

CONCLUSION: 
 
14. It is recommended that the club loan not be switched to a fixed rate exposure by means 

of an interest rate swap due to the following: 
 

- If there was a definite need to fix the rate during the finalisation of the club loan, the 
loan should have been dealt as fixed, as any swap will create an amount of volatility in 
the income statement due to fair value movements, which could be minimised by the 
application of hedge accounting. 
 

- Interest rate swaps will use massive credit lines from banks, which is not that freely 
available over a 15 year tenor and these lines are required to hedge FX related 
exposures due to MDS requirements. 
 

- Swaps will come at a cost, which need to be determined in the market. 
 

- Liquidity for the R12 billion will have to be tested in the market. 
 

- There is currently a gap of around 200 basis points between the cost of a floating rate 
loan and the indicative cost to fix, and based on the forecasts from BER and the 
additional pressure the cost of swapping to fix will create on the cash interest cover 
ratio of the Group, it is not recommended to swap the club loan from floating to fix. 

 
DELEGATION OF AUTHORITY (DOA): 

 
15. The DOA makes provision for the acting GCFO to approve interest rate risk hedging with 

an unlimited amount and tenors exceeding 5 years. 
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RECOMMENDATION: 
 
16. It is recommended that the acting GCFO takes note of the interest rate implications on 

the R12 billion club loan. 
 

 
Compiled by:         Recommended/Not Recommended: 
 
 
_________________      _____________________ 
Danie Smit          Phetolo Ramosebudi 
Group Treasurer          Group Treasurer 
  
      
 
Approved/Not Approved: 
 
 
_________________ 
Garry Pita 
Acting Group Chief Financial Officer 
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